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ncnnDT THP AUDITOR-GENERAL to the umopo FROViNClAL 

AND ■ ?HE COuSoN THE FINANCIAL STATEN.ENTS OF 
ELIAS iVlOTSOALEDI LOCAL MUNICIFALITY 


REPORT ON THE FINANCIAL STATEMENTS 
Introduction 

1. I was engaged to audit the accompanying financial statements oi the municipality, which 
comprise the statement of financial position as at 30 June 2010, and the statement o 
financial performance, statement of changes in net assets and cash flow statemen for the 
year then ended, and a summary of significant accounting policies and other explanatory 

information, as set out on pages XXX to XXX 
Accounting officer’s responsibility for the financial statements 

2 The accounting officer is responsible for the preparation and fair presentation of the 
financial statements in accordance with South African Standards of Generally Recogntsed 
Accounting Practice (SA Standards of GRAP) and in the manner required by the Munopal 
Finance Management Act of South Africa (Act no. 56 of 2003) (MFMA). This responsibiltty 
includes: designing, implementing and maintaining internal control relevant to the 
preparation and fair presentation of financial statements that are free from matenal 
misstatement, whether due to fraud or error; seiecting and applying appropnate accounting 
policies; and making accounting estimates that are reasonable in the circumstances. 

Auditor-General’s responsibility 

3 As required by section 188 of the Constitution of South Africa and section 4 of the Public 
Audit Act of South Africa, 2004 (Act No. 25 of 2004), my responsibility is to express an 
opinion on the financial statements based on conducting the audit in accordance with the 
International Standards on Auditing and General Notice 1570 of 2009, issued in 
Government Gazette No. 32758 of 27 November 2009. Because of the matters described m 
the basis for disclaimer of opinion paragraphs, however, I was not able to obtam sufficient 
appropriate audit evidence to provide a basis for an audit opinion. 

Basis for disclaimer 


Accumulated surplus 

4. Comparative figures as disclosed in the financial statements include unexplained 

differences between the prior year audited financial statements and the financial records of 
the municipality of R29 484 417. These differences could not be reconciled to the 
restatement of corresponding figures as disclosed in note 33 to the financial statements. No 
aiternative audit procedures were possible and consequently i could not determine whether 



accumulated surplus amounting to R943 827 106 disclosed in the annual financial 
statements as comparative figures are correctly disclosed. 


Journals 

5. The municipality could not provide sufficient appropriate audit evidence to support joumal 
entries amounting to R366 1 26 1 26 that were processed in the accounting records during 
t he year. Sufficient appropriate audit evidence to support conversion journals amountmg to 
R359 751 181 could also not be provided. 

6 There was no system of control over joumals on which 1 could reiy on for the purpose o my 
audit There were also no satisfactory audit procedures that I could perform to obtain 
reasonable assurance that all journals have been properly recorded. Consequently, was 
unable to satisfy myself as to the validity, completeness and accuracy of the accounting 
reoords relating to journals and the effect on the account balances and classes of 
transactions contained in the financial statements. 


Lease 

7 Comparative figures as disclosed in the financial statements include U nexplained 
differences between the prior year audited financial statements and the fmancial records of 
the municipality of R2 038 407. These differences could not be reconciled to the • 
restatement of corresponding figures as disclosed in note 33 to the financial statements No 
aliernative audit prooedures were possible and consequently I could not de.ermine whether 
trade creditors amounting to R2 038 407 disclosed in the annual financial statements as 
comparative figures, are correctly disclosed. 

8 The municipality could not provide sufficient appropriate audit evidence to support the 

' balance of other financial liabilities amounting to R2 038 407 as disclosed in the statement 
of financial position. Consequently, i was unable to satisfy myself as to the completeness, 
existence and valuation and allocation of the account balance. 

Provision for bad debts , 

9. The provision for bad debts amounting to R7 132 267 (2009: R3 162 839) d.sclosed « note 

eight to the financial statements could not be recalculated for reasonableness. The 
municipality did not consider objective evidence of impairment in estimating appropnate 
impairment losses in respect of trade and other receivables. I was therefore unable to 
satisfy myself as to the compieteness and valuation and allocation of the provision for bad 
debts in the financial statements. 


Revenue ... 

10 My audit reveaied properties that were not recorded on the vaiuation roli of the mumcipality 

as well as properties with incorrect values. The valuation roll from which property rates are 
being levied on is inaccurate and incomplete. Consequentiy, I could not satisfy myself as to 



the completeness and accuracy of rates revenue to the amount of R10 735 965 (2009: 

R6 066 574) 

Grants and subsidies 

1 1 . The municipality could not provide sufficient appropriate audit evidence ,o support 
amount of R32 970 446in note 17 to the financial statements. Consequently, I was unabie 
obtain sufficient appropriate audit evidence to satisfy myself as to the occurrence and 

accuracy of this amount in the financia! statements. 

12. A unexplained difference of R123 996 in respectof grants and subs,dies as <*sclosed >i 
note 17 to the financial statements as operating and capital grants rece.ved amountmg to 
R22 080 414 does not agree to the detail disdosed within the same note that represents the 

current veahs transfers to revenue, amounting to R22 204 410. 

13. The unspent oonditional grants and receipts balance of R693 298 (2009: R? ™ 
disclosed in note 1 1 to the financial statements, does not agree to the balance of R891 
(R7 091 415) per the general ledger. The entity did not reconcile the difference of 

R1 584 509 (2009: RNil) between the financiai statements and the underlying accounting 
records. Consequently, the unspent conditional grants and receipts balance is overstated y 
R1 584 509. 1 could not determine the effect on the other account balances or classes of 
transactions contained in the financial statements. 

Investment property 

14 investment property register could not be provided for audit purposes, we were therefore 
unable to verify the completeness, valuation and allocation and existence of mvestment 
property amounting to R1 836 000 in the financial statements. 

15. Investment property amounting to R16 091 400 was incorrectly classified as property plant 
and equipment resulting in the overstatement of property, plant and equipment and e 
understatement of investment property by the same amount. 

Property, plant and equipment (PPE) 

1 6 My audit report for the prior year was modified due to a iack of sufiicient evidence that all 
property, plant and equipment owned by the municipality have been correctly valued and 
included in the balance of R485 568 874 as disclosed in note six to the financiai statements. 
This has not been adequately resolved in the current year, and I am unable to determme the 
impact, if any, on the prior year’s accumulated surpius. 

17. Comparative figures as disclosed in the financial statements include unexplamed difrerences 
between the prior year audited financial statements and the financial records of the 
municipality of R22 741 61 1 . These difierences could not be reconciled to the restatement o 
corresponding figures as disclosed in note 33 to the financial statements. No alternative 
audit procedures were possible and consequently I could not determme whether property, 



plant and equipment amounting to R485 568 874 disciosed in the annuai financial 
statements as comparative figures are completed and correctiy vaiued and aiiocated. 

18. Property, plant and equipment acquired during the year as disclosed in note four to the 
financiai statements inciude acquisitions of R15 994 562 for which no supporting 
documentation were made avaiiable. Furthermore, completed infrastructure assets 
amounting to R1 6 71 0 308 was not inciuded in the accounting records and financial 

statements. 

19. Land identified from the valuation roll amounting to R4 248 300 was not recorded m the 

accounting records and financial statements. 

20. Property inventory amounting to R16 091 400 was reolassified as property, plant and 
equipment. This balance could not be traced to the accounting records and financial 

statements. 

21 . The accounting records did not have leased assets amounting to R3 902 763 separateiy 
identifiable or disaggregated into separate asset items. I was therefore unable to confirm the 
existence and completeness of leased assets amounting to R3 902 763. 

22 Property, plant and equipment disclosed in note four to the fmancial statements mcludes 
land and buildings amounting to R166 767 178 for which the municipality could not provide 
the relevant tltie deeds. The description and recording of Jand and buildings in the 
accounting records of the municipality did not permitthe applicaiion of alternative audit 

procedures. ... 

23. The municipality has not disclosed contractual commitments for the acquisition of property, 
plant and equipment as well as capitai work in progress, in the financial statements in 
accordance with Standard of Generaily Recognised Accounting Practice, GRAP 17: 

Property , plant and equipment. The municipality’s accounting records did not permit the 
application of alternate audit procedures, and consequentiy, the impact cannot be 
ascertained. 

Cash and cash equivalents 

24. Cash and cash equivalents as disclosed in the financial statements excludes an amount of 
R 2 i 246 400 on account of unexp!ained difference between bank confirmations and the 
financial records of the municipaiity 

Trade and other payables 

25. My audit report for the prior year was modified due to a lack of sufficient evidence that all 
trade creditors accrued by the municipafity have been correctly vaiued and included in the 
balance of R9 627 426 as disciosed in note 12 to the financial statements. This has not 
been adequateiy resolved in the currentyear, and I am unable to determine the impact, if 
any, on the prior yearis accumuiated surplus. 

26. Comparative figures as disclosed in the financial statements include unexpiained differences 
between the prior year audited financiai statements and the financial records of the 



municipality of R5 982 756. These differences could not be reconciled to the restatement of 
corresponding flgures as disclosed in note 33 to the financia! statements. No alternat,ve 
audit procedures were possible and consequenily I could not determme whether trade 
creditors amounting to R9 627 426 disclosed in the annual financial statements as 
comparative figures, are correctly disclosed. 

27 Included under othertrade and other payables in note nine to the financial statements are 
suspense accounts for unallocated deposits amounting to R1 733 239 with no 
reconciliations provided. The municipality's records did not permitthe application of 
alternative audit procedures regarding the clearing of these suspense accounts. 

28. Inciuded under other trade and other payables in note nine to the iinancial statementeare 
suspense accounts for expenses not captured in the cashbook amounting to R1 346 35 
with no reconciliations provided. The municipality-s records did not permrt the application of 
alternative audit procedures regarding the dearing of these suspense accounts. 

29 According to the South African Statement of Generally Accepted Accounting Practice 

IAS 1 9: Employes benefits, short term benefits are defined as are employee benefits (other 
than termination benefits) that are due to be setiled within twelve months afterthe end o t e 
period in which the employees render the related service. The municipaiity did not accrue 

for service bonuses as required. 


Expenditure 

30. The entity could not provide sufficient appropriate audit evidence to support payments of 
R3 400 892 in respect of goods and services. There were no satisfactory alternative au i 
procedures that I could perform to obtain reasonable assurance that all goods and services 
were properly recorded. Consequently, I did notobtain sufficient appropnate audrt evidence 
to satisfy myself as to the occurrence, completeness, accuracy, cut-off and classification of 

goods and services. 


Trade and other receivabies 

31 My audit report for the prior year was modified due to a lack of sufficient evidence that all 
consumer debtom and other receivables belonging to the municipality have been correctly 
valued and included in the balance of R429 279 336 as disclosed m note six, R1 988 572 as 
disclosed in note seven and R6 388 701 as disclosed in note eight to the financial statements 
respectively. This has not been adequately resolved in the current year, and I am unable to 
determine the impact, if any, on the prior year’s accumulated surplus. 

32. Comparative figures as disclosed in the financia! statements include unexplained d.fferences 
between the prior year audited financial statements and the financia! records of the mumcipality 
of R557 644. No alternative audit procedures were possible and consequently I could not 
determine whether consumer debtors and other receivables amounting to 
R437 656 609 disclosed in the annua! financia! statements as comparative figures are correctly 

disciosed. 



33. Value added tax (VAT) receivables amounting to R6 139147 as disciosed in note seven to 
tbe financial statements includes input VAT incorrectiy caiculated on a giobal basis on 
goods and services received on which input VAT deductions are prohibited in terms of the 
act. Furthermore, input/output VAT arising from transactions made on behaif of the 
municipality was incorrectly accounted for in the return of the municipality. The municipality s 
system did not permit the application of alternative audit procedures and consequently I am 
unable to determine the effect on the VAT receivables balance. 

34. Value added tax “savings" amounting to R8 441 654 were claimed during the year under 
review however, no corrective journal entries were passed in the financial records of the 
municipality. Furthermore, an amount of R424 410 with regards to consultancy services 
was incorrectiy allocated to VAT receivables. 

Inventory 

35. My audit report for the prior year was modified due to lack of surficient evidence that all 
journals were accounted for amounting to R1 104 583 and this matter had not been 
resolved for the year ended 30 June 2010.My opinion for the current period's financial 
statements is also modified because of the possible effect of this matter on the 
comparability of the current period’s figures and the corresponding figures 

36. Stock held at satellite offices was not included in the year end stock take. The municipality 
did not implement an adequate inventory recording / management system for the year under 
review. No aiternative audit procedures were possible and consequentiy I could not 
determine whether inventories amounting to R1 671 786 disclosed in the annual financial 
statements is complete and correctly valued. 

Contingent liabilities 

37. The municipality has not disclosed contingent liabilities in the financial statements as 
required by the Standard of Generally Recognised Accounting Practice, 

GRAP 1 9:Provisions, Contingent Liabilities and Contingent Assets. There was no system in 
piace for the identification and recognition of contingent liabilities. The municipality’s records 
did not permit the application of aiternative procedures. 

Poste Employee costs 

38. The South African Statement of Generaily Accepted Accounting Practice, IAS 19: Employee 
benefits require the recognition and disclosure of defined benefit plans of post-employment 
benefits. An amount of R39 303 (2009: R47 739) was disclosed in note 21 to the financial 
statements. However, the municipality did not comply with the measurement requirements in 
terms of this standard. The effect on this account and on other classes of transactions could 
not be determined. 



Cash flow statement 

39 Presentation of a cash flow statement, summarising the entitys operating investing and 
financing activities is required by the Standard of Generally Recogmsed Accountag 
Practice, GRAP 2: Cash flow statements. The following material unexplained and 
irreconcilable differences were identified: 

. cash received from consumers, govemment and other sources of revenue were 
overstated with an amount of R9 789 152; 

. Cash paid to suppliers, employees and other related sen/ices were understated w,th 
an amount of R10 659 399. 

The cumulative effect of these misstatements resulted in the net cash flows from operating 
activities wiil result in the cash flow statement being overstated by R870 247. 

Basis for disclaimer 

40 Because of the significance of the matters described in the basis for disdaimer of opmion 
paragraphs, . have not been abie to obtain sufficient appropriate audit ev,dence to prov.de a 
basis for an audit opinion. Accordingly. i do not express an opmion on the financial 

statements. 

Emphasis of matter 

I draw attention to the matters below. My opinion is not modified in respect of these matters: 

Restatement of correspondfng figures 

41 As disclosed in note 33 to the financial statements, the corresponding iigures for 30 June 
2009 have been restated as a result of an error discovered durmg 2009/10 ,n fha f '" anC ’ 
statements of Eiias Motsoaledi Local Muicipality at, and forthe year ended, 30 June 2009 

Fruitless and wasteful expenditure 

42 As disclosed in note 38 to the financiai statements, fruitless and wasteful expenditure to the 
amount of R8 449 was incurred, as a result of interest raised on late payments to suppliers. 


Irregular expenditure 

43 As disclosed in note 39 to the financial statements, irregular expenditure to the amount o 
R21 286 and R151 007 was incurred due to expenditure incurred in contravention with the 
supply chain management regulations and Municipal Systems Act respectively. 

Additional matters 

i draw attention to the matter below. My opinion is not modified in respect of this matter: 
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Lanoial statements and is presented as additiona, information. , have not aud.ted these 
sohedules and accordingly I do not express an opinion thereon. 

report on other legal and regulatory requirements 

45 ,n terms of the PAA of South Africa and General notice 1570 O12009, issued in Government 
Gazette No 32758 o127 November 2009, \ include below my findings on the report on 
predelrled objectives. compliance with the MFMA and financia, management (mterna, 

control). 

Predetermined objectives 

46. Materiai findings on the report on predetermined objectives, as set out on pages XXX to 
XXX, are reported below: 

Non-compliance with reguiatory and reporting requirements 
Existence and functioning of a performance audit committee 

47 The municipality did not appoint and budget for a performance audit committee, nor was 
another audit committee utilised as the performance audit committee, as requiredby 
regulation 14(2) of the Municipal Planning and Performance Management Reguiations, 

2001. 

Lackof adoption or implementation of a performance management system 

48 The municipality did not adopt a framework that describes and represents how the 
municipality's cycle and processes of performance planning, momtonng, measurement, 

' « ■ » ■ Prtuct.4 .na 

determining the roies of the different role players, as required in terms of sections 36, 38 
and 41 (2) of the MSA, and regulations 7 and 8 of the Municipal Plannmg and Performance 

Management Regulations, 2001. 


Compliance v/ith lav/s and regulations 


MFWIA 

Expenditure was incurred in contravention of applicable 
unauthorised expenditure 

49. Contrary to the requirement of section 1 of the MFMA, 
unauthorised expenditure. 


legislation resulting in 
the municipality incurred 



Expenditure incurred was made in vain or could have been avoided resulting in fruitless 
and v/asteful expenditure 

50. Contrary to the requirement ot section 1 of the MFMA, the municipal.ty mcurred fruitless and 
wasteful expenditure. 

Expenditure was not paid within the parameters set by the applicable legislation 

51 . Contrary to section 65(2)(e) of the MFMA the municipality did not pay money owmg by 
municipality within 30 days of receiving the statement or invoice payments. 

77 » accounting officer did not adhere to his statutory responsibilities 
52 Contrary to section 62(1)(d) of the MFMA the accounting otficer did not comply with his 
' legislative responsibilities to implement effective, efficient and transparent processes of 
financial and risk management to prevent and detect unauthorised expenditure and fru.tless 

and wasteful expenditure. 

The financial statements were not prepared in accordance with applicable legislation 

53. Contrary to section 1 22(1 ) of the MFMA the municipality did not prepare financial statements 
that fairly present its state of affairs as material misstatements were corrected durmg the 

audit. 

Municipal Systems Act of South Africa, Act no 32 of 2000 (MSA) 

54. The municipality did not perform frequent bank reconciiiations as required by section 10 of 
the Municipal Systems Act. 


INTERNAL CONTROL * 

55 I considered internal control relevant to my audit of the financial statements and the report 
on predetermined objectives as well as compliance with the MFMA and MSA, but not for the 
purpose of expressing an opinion onthe eifectiveness of internal control. 


56 The matters reported beiow are limited to the significant deficiencies regarding the basis for 
' disclaimer of opinion paragraph, the findings on the report on predetermined obiectives and 
Ihe findings on compiiance with laws and regulations. 


o Leadership 

Oversight responsibility 

The accounting officer does not exercise oversight responsibiiity over reportmg and 
oompiiance by management with laws, reguiations and internally designed poiicies and 
procedures. As a result, non-compliance issues were noted. 



o 


Financial and performance management 
Quality, reliable annual financial staiements 

The financia! statements and other information to be inciuded in the annua! report are 
not reviewed for completeness and accuracy prior to submission for audit by the chieT 

financial officer. 

Adequate systems 

Adequate systems, manua! or automated controls are not designed or impiemented to 
ensure that the transactions have occurred, are authorised, and are completely and 
accurateiy processed pertaining to the accounting system. 
o Governance 
Risk identification 

Internal controis are not selected and developed to prevent/detect and correct materiai 
misstatements in financial reporting and reporting on predetermined objectives. 


Polokwane 
30 November 2010 
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